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She purpose of this study Is to perrait a determination 
of whether actions taken by the Department of Defense can hope 
materially to alleviate the serious International balance of 
payments problem vrhich the United States faces. In order to do 
this it was necessary, first, to study briefly the substance of 
what the balance of payments problem is, combined with the inter- 
related gold flow problem, and then, to analyze the broad 
spectrum of actions which the Department of Defense has taken 
and plans to take in the future. 

In making the study, the author found the advice and 
assistance of various individuals in the Balance of Payments 
Division, Budget Directorate, Department of Defense, and in the 
Office of Business Economics, Department of Commerce, to be 
invaluable. Also, many statistics compiled by these tvro offices 
were fundamental to this study, but the use of a fiscal year by 
the Department of Defense versus the use of a calendar year by 
the Department of Commerce caused problems of reconciliation 
which were sometimes insurmountable. Different categorisations 
and combinations of items contributing to the balance of 
payments also caused some difficult problems of analysis. 
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The author had hoped that a complete breakdown of Defense 
expenditures overseas during calendar year 1962 would be available 
prior to completion of the study. As of this writing, however, 
availability of complete statistics in the Defense area are still 
at least several weeks in the future. This necessitated the use 
of summary figures only for 1962. 

Another problem encountered in the preparation of this 
study was the security classifications applicable to many phases 
of military overseas expenditures, both as to statistics and as 
to future plans. Overseas expenditures are inextricably tied to 
force levels, establishment and abolishment of bases, etc., 
factors which are politically and strategically extremely 
sensitive. A degree of generalization occasionally permitted 
this difficulty to be by-passed. 

Thanks must be given to Dr. A. Rex Johnson for his 
guidance, and to my wife for her encouragement. Both were 
essential. 
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CHAPTER I 



TH3 3ALAiJC5 0? PArMSNTS PR0BL3M 

The notion dies hard that in sooie sort of way 
exports are patriotic but imports are immoral.^ 

Unfortunately, the balance of international payments has 
for many years been much more complex than the mere balancing off 
of merchandise exports versus merchandise imports by allowing 
gold to flow to the country with the export surplus, Sir Core’s 
remark would be significant in any case, since there is some 
logic lacking in the thought that the country which is receiving 
a greater share of the necessities and comforts of life from 
another country, is in the inferior position. Today's world 
needs a much more intensive insight into the factors that go 
together to make up the balance of payments. 

Definition 

The International Monetary Fund defines the balance of 
payments as a; 

, , , system of accounts covering a given period thvat 
is intended to record systeraatically (a) flows of real 
resources, including the services of the original 
factors of production, between the doneatio economy 
of a country and the rest of the world, (b) changes 

^Sir David Ormsby Qora, British Ambassador to the United 
States, The Vfall Street Journal . December 31, 1962, p. 6. 
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in the country's foreign assets and liabilities that 
arise from economic transactions, and (c) transfer 
payments, vrhich are the counterpart of real resources 
or financial claims provided to, or received from, 
the rest of the world without any quid pro quo.^ 

It is important to understand that the United States 
maintains its balance of payments computations on the principle 
of double entry accounts. Therefore, it is a tautologic 
characteristic of a balance of payments account that it 'will 
always be in balance; i.e,, the total credits must equal the 
total debits. The credits are in-payments and the debits are 

p 

out-payments . 

The tautologic characteristic referred to above is not 
followed in the collection of balance of payments data and is 
often forgotten in the interpretation of the account itself. 

This is so because in compiling balance of payments statistics, 
the data on each of the t'wo sides comprising the transactions are 
collected separately from different sources in most cases. As 
a consequence, the United States is never able to balance her 
payments completely without insertion of an "errors and omissions" 
item. This item is never large vrhen compared with the size of 
transactions for which data are available.^ 



^International Monetary Fund, Balanoe of Payments Manual 
(ifashington, 1961), p, 13. 

^Jaroslav Vaneic, International Trade; Theory and Sconomic 
Polioy (Homewood, Illinois; Richard D. Irwin, Inc., 1962)', p. 7. 

3walther Lederer, "Measuring the Balance of Payments," in 
U, S, Congress, Subcommittee on International Exchange and 
Payments of the Joint Economic Committee, Factors Affeotinf?: the 

United States Balance of Payments . 87 th Cong. , 2d Sess .', 19S'2,' 

PP. 75 - 77 . 
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X950“1956~~De3lrable Deficits 

The United States had a modest deficit in her 

international balance of payments which averaged 01,3 billion 

per year from 1950 to 1957. These deficits were considered to be 

generally desirable since they provided dollars to supplement 

gold in the monetary reserves of other countries,^ The deficits 

reflected the strengthening of other currencies vis-a-vis the 

dollar and the recovery from the postwar lows in the condition 

of foreign economies, Vfestern Europe and a few other countries 

were now not only able to increase their imports, but their 

competitive position had improved enough that they could afford 

to accumulate dollars. The United States was in the unique 

position of furnishing both the products which were badly needed 

by other nations and the dollars they required to buy the 
2 

products. 

Transition 

In 1957 » the trend toward larger deficits in the United 
States balance of payments was concealed by a $500 million 
surplus attributable to an Increase in United States oil and 

^U, 3. Congress, Subcommittee on International Sxchange 
and Payments of the Joint Ilconomic Committee, U, S, Pa.yments 
Policies Consistent with Domestic Ob.jeotives of Maximum Employment 
and Grrowth . SYth 'Oo'ng, , 2d Sess . , l9o2, p. 3. 

2 International Monetary Fund, The yforld Payments Situation 
(•ifashington, 1952), p, 43, 
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other exports. These exports necessarily increased as a result 
of Egypt taking over the Suez Oanal and blocking shipping from 
the Near East.^ 

1958-1962 — Serious Deficits 

There was a dramatic reversal in the balance of payments 
situation after the close of 1957. In 1958 the United States had 
a deficit of ^3«5 billion (Figures 1 and 2). Included in these 
deficits was a gold loss of |2.3 billion, the largest gold loss 
in United States history. This loss, more than any other factor, 
started the concern which continues today with the balance of 
payments.^ 

Figure 1 shows that the deficit grew even larger in 1959, 
to $3.9 billion. However, the gold loss slovred down markedly for 
three reasons; 

1. Interest rates in the United States were higher, 
making it more profitable for foreigners to hold income-earning 
assets rather than gold. 

2. The gain in reserves accrued less to monetary 
authorities which hold the bulk of their reserves in gold than 
had been the case in 1958. 

Ipaul A. Samuelson, Economics an Introductory Analysis 
(New York: McGraw-Hill Book Go. , I961) , p. 766 . Ku 

^Sir Donald MacDougall, Princeton University Essays in 
International Finance, No. 35, The Dollar Problem: A Reappraisal 
(Princeton: Department of Economics, Princeton University, i960), 

p. 4. 
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3. Foreign central banks exercised restraint in order 
to avoid sabarrassing the United States,^ 

The year I960, with a deficit of $3.8 billion was little 

better than 1959» and the gold outflow was more unfavorable. 

Also in i960, the errors and omissions item in the balance of 

payments was negative for the first time. The latter is 

considered to be the result of an increase in short-term capital 
o 

outflows. Both the gold loss and the capital outflo'ws reflect 
higher overseas interest rates and dropping Interest rates in the 
United States. The interest rate impact on investors is also 
apparent in the record United States private capital outflow of 
$3,9 billion for the year (Figure 1). 

The year 1961 was relatively unchanged from I960 in the 
area of unilateral transfers, military expenditures, and capital, 
net, but a substantial gain X'^as registered in the excess of 
merchandise exports over imports, net Income on Investments, and 
net services. The gain was reflected in a net deficit of only 
$2,6 billion, the smallest deficit since the 1957 surplus. Gold 
loss v;as $1,0 billion less than in the year previous, even 
though a loss of $300 million in gold was recorded in a one week 

^ Ibid ., p, 5. 

^George H. Bossy and Haskell P, Vfald, ’’Short-Term Capital 
Movements and the United States Balance of Payments," Federal 
Reserve Bank of New York, Monthly Hovievf , XLIV, No. 7 (July, 1962) 
P. 95. 
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poriod--th8 biggest weekly drain on record.^ 

In 1962 , the balance of payments deficit was down to 
%2,2 billion. This deficit reflected continuing improvenent 
after the 1959 high (Figure 1). k decline in the balance of 
trade (primarily attributable to increased imports) and a rise 
in net payments in unrecorded transactions were more than offset 
by a rise in Government nonliquid liabilities, firm commitments 
of foreign funds for military purchases, and the transfer, net, 
of noninterest bearing, nonaarketable securities to certain 
international organizations pending their need for cash funds. 
Some of these transactions, coupled with receipts from advance 
debt repayments, have reduced the liquid dollar holdings of 
certain foreign countries, thereby reducing their potential 
demand for United States gold.^ 



l”3ig Dent in U. 3. Gold Stock," Business ^feek . 

December 2, 1961, p. 123. 

^'/Jalther Lederer and Staff, "fhe Balance of International 
Payments in the Fourth Quarter and Tear of 1952, " Survey of 
Current Business . XLIII, No. 3 (March, 1963), 18-19. 
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OfiAPTjiJR II 
IH3 GOLD PROBLEI-i 

Gold we have, but we save it. Why? I don't really 
know. Lenin said the day would come when gold 'would 
serve to coat the walls and floors of public toilets. 

When the Oommunlst society is built, we must certainly 
accomplish Lenin’s wlsh.^ 

The above prophecy may or may not ever come to be true. 
Hovrever, gold remains firmly entrenched as the ultimate 
eq.ualizer in the economy of the world today. Only a very few 
nations have currencies hard enough to encourage other nations 
to hold them in preference to gold. Paramount among these few 
is the United States dollar, and even foreign nations' dollar 
balances will be exchanged for gold when the nations feel the 
need for greater financial security. 

The United States as Trader and Banker 

Inextricably associated with the balance of payments 
problem are (1) dollar balances held by foreign governments and 
private parties and (2) gold. Even if the United States is 
successful in bringing its overall balance of payments into 

^Premier Klirushchev, quoted in Robert Triffin, Gold and 
the Dollar Crisis (Hew Haven; lale University Press, 19^>b), p.l95. 
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reasonable equilibrluxa these Items will remain troublesome. It 
has been said that "our balance of payments primarily concerns 
us as traders. Our gold holdings concern us as bankers."^ 

Most people understand that the United States and its citizens 
and institutions are great international lenders and investors. 
Of more telling significance is the fact that the United States 
is also the depositary of much of the world's currency reserves 
and private international working balances. These foreign 
dollar holdings totaled approximately $21.4 billion In 1962 
(Figure 3). 



International Oonvertlbillty of Gold 

More than half of these foreign dollar holdings are 
owned by governments and are convertible into gold upon demand. 

The private balances are not freely convertible, but could be 
turned over by their owners to foreign central banks and thus 
become subject to conversion. It is therefore logical to 
describe all foreign dollar holdings as being the equivalent of 
demand deposits in a commercial bank. Like a regular bank, the 
United States has lent long and borrowed short, and the United 
States gold holdings constitute the reserve that this bank carries 
to assure that a depositor can get his money back.^ By the end 

^Henry C. Wallich, "Cooperation to Solve the Gold Problem, ' 
Harvard Business Review . May- June, 1961, p. 51. 



2 lbid . . p. 52. 
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U. S. RESERVES AND FOREIGN DOLLAR CLAIMS 
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of 1962 , the gold supply assuring the f.21,4 billion in foreign 
dollar claims had fallen to #16,2 billion (Figure 3). 

Federal Reserve Gold Reouireaent 

The same gold supply must also fill another reserve 
requirement, fhe United States Federal Heserve System is 
required to maintain a gold reserve of twenty-five per cent 
against its deposit liabilities and Federal Reserve notes,^ 
Approximately |12 billion of the United States gold supply is 
reserved to meet this requirement. ^ 

In 19^9» the United States had reached an all-time high 
in gold holdings, holding #24.6 billion, or seventy-four per cent 
of the free world's stock of monetary gold. In mid-1958, the 
amount was #21,4 billion, or fifty-five per cent of the v/orld 
supply.^ This abundance of gold enabled United States 
authorities to relax credit even where there was no outflow of 
gold. Thus it was an element of strength that the United States 
could prevent excessive fluctuations in business activity without 
being hampered by an insufficiency of monetary reserves. The 
ability of the United States to reduce interest rates in the 

^International Monetary Fund, International Reserves and 
Liquidity (Vfashington, 1958), p, 61, 

^ Ibld . . p, 65 . 



^ Ibid . , p , 61 
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face of a recession had a favorable effect on world liquidity too. 

This made it possible for other countries to ease their own 

credit conditions since account has to be taken not only of the 

absolute interest level in any one country but also of that 

interest level in relation to those in other economies, and 

particularly those of international financial centers such as 

1 

the United States. 

The continuing drop to #16,2 billion at the end of 1962 
is thus cause for concern (Figure 5). The free world's annual 
gold supply growth from mining operatlons—one and one-half per 
cent— is inadequate to materially help the situation. ^ 

The twenty-five per cant requirement could, and would, be 
reduced if necessary, but stopping the downward trend of the gold 
supply would be a more appropriate and less startling action. 
Raising interest rates would encourage investment in the United 
States and discourage Investment overseas, thus facilitating the 
gold situation. However, the effect of such a credit tightening 
policy on United States gold reserves is likely to be slow, 
perhaps small, and the gold benefit might be obtained at the 
expense of a contraction in the money supply and credit available 
to the domestic eooaomy.*^ The uncertainty as to the health of 

^Ibid . . p. 64. 

^Triffin, OP. Pit ., p. 177* 

^Lederer, "Measuring the Balance of Payments,” p. 83. 
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today *3 domestio economy makos the raising of Interest rates a 
highly controversial issue. 

The Crold Sxohange Standard 

Fortunately, the oountrles which hold United States 
dollars do not appear likely to initiate a "run" on United States 
gold reserves, they hold their official dollar balances as their 
international reserves, They also hold greater or lesser amounts 
of gold. This whole arrangement is usually referred to as the 
gold exchange standard, the dollars held in official reserves 
constituting a kind of extension of gold. If dollars did not 
serve in this capacity the total volume of world reserves would 
be that much smaller and the world would be that much less 
"liquid." 

This is the way in vrhich the gold exchange standard has 
been a tremendous convenience for the United States and the rest 
of the world. Thanks to the standard, the United States deficits 
since 1950 have enabled other countries to increase their 
reserves without greatly reducing those of the United S-fcates, 

In turn, this made it possible for the United States to expand 
its financing of world reconstruction and development,^ 



^Wallloh, loc, cit ,, p, 52* 
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Pros and Pons of Gold ReBerve Standard 



Lost the impression be given that the gold exchange 

standard is all sweet with no bitter, it should be said that the 

standard has its severe oritios. Jacques Rueff, a distinguished 

French economist, writes that the system is a grave peril hanging 

over the economy of the V/est; that the foreign held dollars 

constitute a claim on the United States gold reserves which could 

be called at any time— with catastrophic consequences. It is 

this critic’s theory that the "grave peril" came about because 

foreign central banks were content to accept dollars in settlement 

of United States debts instead of demanding gold, and that the 

situation was brought about not because the United States lost 

gold, but because it lost so little gold. If settlement in gold 

had been required there ivould have been a drastic drop in United 

States reserves, fhis situation would have precipitated much 

earlier action to remove the deficits.^ 

Rueff *3 theory continues that: 

The country with a key currency is in the 
deceptively euphoric position of never having to 
pay off its international debts. The money it 
pays to foreign creditors comes right back home, 
like a boomerang, Vfhen foreign central banks 
received dollars or dollar credits as a result of 
the A-aerican balance-of-payments deficits, they 
were not compelled to demand the gold to which 
their dollars entitled them. Instead, they left 



1 Jacques Rueff, 
Fortune . July, 1961, p. 
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a large portion of these dollars on deposit in the 
U. 3. where they were generally loaned to American 
borrowers. The central banks welcomed this 
arrangement all the more enthusiastically because 
it substituted in their accounts revenue-producing 
assets for entirely unproductive gold bullion or 
coins. The functioning of the international monetary 
system was thus reduced to a childish game in which, 
after each round, the winners return their marbles 
to the losers,^ 

Three consequences result from this "key currency" 
situation. First, under the traditional gold standard a 
country with a balance of payments deficit would lose gold. 

This loss would curtail purchasing power. This would in turn 
tend to counteract the deficit by releasing a greater portion of 
the national product for export and Inhibiting imports. This 
theoretical automatic adjustment to equilibrium is lost under the 
gold exchange standard. 

The second consequence can be a double pyramid of credit; 
capital flowing from one country to another can be expansionist 
in the latter vrlthout being recessive in the former. For example, 
when the United States has an unfavorable balance with another 
country, it settles in dollars. The foreigners receiving these 
dollars take them to their central bank in order to obtain their 
ovra national currency. The central bank, in effect, creates 
these funds against the dollars, and then it turns around and 
invests the dollars back in the United States. Thus the same 

^ Ibid .. p. 127. 
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dollars expand the credit oystem of two countries, "A similar 
situation gave the 1929 boom its unprecedented dimensions in 
Burop© and led to Its dreadful climax,"^ 

Ihe third oonsequenoa conceivable is the one already 
montioned; If foreign dollar asset holders were suddenly to 
demand gold from the United States, the entire credit structure 
of the United States could topple, 

>iT. Eueff’s recommendation is to require that the United 
States pay off in gold all the dollar assets held by foreign 
central banks, and that an International conference be convened 
to consider additional steps necessary to resolve the problem.^ 
Naturally, as in most discussions of economic theory, 
arguments and oounter-argumsnts oan continue ad infinitum . A 
prominent New York banlcer, Roy L. Reierson, refutes much of Mr. 
Rueff's argument. The former suggests that foreigners v^ould have 
built their dollar holdings substantially over the years since 
World War II simply for working purposes. He believes that the 
dollars used in settling international transactions reflect the 
legitimate requirements of expanding investment and world trade. 
He doubts that dollar balances have the pyramiding effect 
suggested, because few foreign central banlcs, particularly in 
Burope, are expanding their credit to the extent permitted by 

^ Ibid .. p. 262. 

^ Ibid . . p. 268. 
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their existing reserve base. Relative to the most serious 
consequence— that of a run on the United States supply of gold — 
Hr. Reierson coiioents that this is a possibility applicable to 
every credit structure which is based on fractional reserves. 

He suggests that the solution is not to do away with the credit 
structure but to maintain a level of stability which would make 
a concurrence of redemption demands unlikely or impossible.^ 

United States Policy and Action 

This latter theory is the one v^hich predominates in 
United States political/economic affairs today. President 
Kennedy has stated that the first requirement for economic 
strength abroad is economic progress at home. He fosls that the 
United States must . . improve our technology, lower our 
production and marketing costs, and devise new and superior 
products, under conditions of price stability.'*^ 

In order to Insure the strength of the dollar and of the 
American economy itself, the President has established the 
following firm conclusions of United States policy: 

1. The United States official dollar price of gold must 
be maintained at ^35 an ounce. 

^Roy L. Reierson, '‘Does the Uost Paco a 'Credit Collapse'?" 
Fortune . December, 1961, pp. 113 ff. 

^Johii F. Kennedy, U. S. President, Press Release, 

Hessage on .Balance of Payments and Cold . February 6, 1961, 

pp. 1-2, 
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2. Control over the balance of payments position must be 
gained so that any outflovr of dollars into the monetary reserves 
of other countries ■will be the result of considered Judgments 
only, 

3. Maximum emphasis must be placed on expanding United 
States exports. 

4. Return to protectionism is not the solution to the 

problem, 

5. The flo-w of resources from the industrialized 
countries to the developing countries must be increased,^ 

Increasing exports, although only one of tho many 
variables in the balance of pajTaonts, is a chief hope of the 
United States government. At the present time foreign wages and 
prices are rising much more rapidly than they are in the United 
States. For this reason, American exports can be expected to 
become Increasingly competitive in the world markets.^ Also, 
although no trend is yet apparent, the same competitive situation 
should cause a reduction in United States imports. 

Fourteen specific measures were laid dovm by President 
Kennedy for the correction of the basic payments deficit and for/ 

l lbid , , p . 6 . 

^Prank 0, Porter, "Paymen'fcs Correction Is Hinted," 

She V<ashin;7ton Post . April 14, 1963 » p. A15, 
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the achievement of the longer-term stability previously stated 
to be essential. These measures can be detailed briefly, as 
follows t 

1. Senate approval of United States membership in the 
Organization for Economic Cooperation and Development (OEOD).^ 

2. Energetic export promotion by the Department of 
Commerce, including the doubling of the Trade mission program 
and sponsorship of foreign trade centers at London and Bangkok 
and investigation relative to establishing centers in Africa, 

Latin America, and the European continent. 

3. Cost and price stabilization. 

4. Export guarantees and financing through the Export- 
Import Bank to place American exporters on a basis of full 
equality with their foreign competitors. Also, Investigation by 
the Secretary of the Treasury of methods through which private 
financial institutions can participate more broadly in providing 
export credit facilities. 

5. Encouragement of foreign travel in the United States. 
Currently, Americans spend about $2 billion abroad, compared to 
expenditures of about 01 billion by foreigners in the United 
States, 

6 . Snphasis on expansion of agricultural exports by the 
Secretary of Agriculture. 

^Hembership in OECD subsequently approved. See "United 
States Hatifies OECD Convention, '* The Department of State Bulletin . 
XLIV, No. 1137 (April 10, 1961), p7 5 I 4 , 
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7* I4aintenano0 of existing restrictions on the foreign 
economic assistance program of the United States, Less than 
twenty per cent of such funds are available for expenditure 
outside the United States, 

8, Prompt action to have removed tariff discriminations 
against United States exports. 

9, Promotion of foreign investment in the United States, 

10, Legislation to prevent the abuse of foreign "tax 
havens" by American capital abroad as a means of tax avoidance, 

11, Assistance from other industrialized countries of the 
free world in assisting the less developed countries. 

12, Reduction of customs exemption for returning American 
travelers. 

13, Bureau of the Budget central review of dollar outlays 
by government agencies and departments, 

14, Exercise of maximum prudence of military dollar 
outlays abroad to the extent consistent with the maintenance of 
a fully effective military force overseas for as long as needed. 
National security expenditures abroad constitute one of the 
largest categories in the outflow of United States dollars.^ 

This outflow will be the primary concern of the remainder of this 
paper, 

^Kennedy, op, oit ., pp, 9-14. 
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OHAPTSa III 



HILITAHY OVBRSSAS .3XP3NDITUa33 
A^fareaess to the BaXanoe of Paymentc Problem 

As vras indicated previously, the deficits in the United 
States balance of payments were generally considered to be 
desirable in the years iimaediately following Vforld V[ar II, In 
the years following 1957» hovrsver, it became Increasingly 
apparent that large continuing deficits, coupled with large annual 
outflows of gold, must ultimately have a devastating effect on the 
national economy. Scattered efforts vrere made by knowledgeable 
people in various governmental agencies, but the deficit problem 
can be considered first to have caused national interest and 
concern as a result of a speech made by President Eisenhower in 
Hovember of I960, 

In this speech the President propounded the problem and 

said ; 

A definite improvement in our balance~of- 
payments situation is mandatory not only to insure 
our economic well-being and military security here 
at home but also to insure that the United States 
can continue as a strong partner in the future 
economic growth and military strength of the free 
world , 
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The United Statec currency syctca serves a double 
purpose. It meets our domestic needs and the dollar 
has also become an essential cornerstone in the 
international financial system of the free world. 

It is, therefore, imperative that the United States 
give the very highest priority to attaining a 
reasonable equllibriuni in its international balance 
of payments.^ 

The president-to-be, John P, Kennedy, was also manifesting 
his awareness of the balance of payments problem in his speeches 
immediately preceding the national elections in I960, He said 
that the: 



♦ . , balance of trade is still relatively in our 
favor. Where we have lost is because we have 
maintained troops overseas and we have contributed 
a good deal to maintaining the economies of other 
countries.^ 

On another occasion he said: 

VJe have heavy commitments abroad for military 
and economic aid and for the support of our o;m 
oversea military forces. Our exports have not been 
large enough to cover these outlays when they are 
added to our import cost an(| the dollar value of 
American Investment abroad,-^ 

3y "balance of trade" Hr. Kennedy was rof erring to the 
continuing surplus which the United States has experienced in the 



^aright D. Elsenhower, U. S. President, "International 
Balance of Payments," Statement and Directive to Federal 
Agencies, released at Augusta, Georgia, November 16, I960, in 
Vital Speeches . Deoeaber 1, I960, p, 99. 

2u. 3. Congress, Senate, Committee on Ooaimerce, The 
Speeches. Remarks. Pres s Oonferences. and Statements of Senator 
John F, Kennedy Au.!yust*X'TFr6aRli 'n'ov^^ RepbVt" 'No .~~ 

'^94V' Pai't'''^^ Oong, , 1st Sees,, 196I, p. o9. 

^ Ibid .. p. 823. 
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ratio of exports to imports (Figure 1). There was a day when 
the balance of trade was the prime consideration of most 
countries in deterraining whether or not thslr international 
financial relationships were satisfactory, and gold was the 
equalizer. In today's world, investments, military programs, 
economic assistance programs, the previously referred to gold 
exchange standard, etc., all tend to relegate the import/export 
relationship to a position of comparative importance rather than 
paramount importance. 

The defense burden has probably accounted for the 
revolutionary shift In the balance of payments more than any 
other single factor,^ However, it would be misleading to 
suppose that a one billion dollar cut in military expenditures 
abroad would reduce the deficit by one billion dollars. This 
is so because some of the dollars included in the amount for 
exports are there only because United States government programs 
have furnished foreigners with dollars to support their imports. 
Determining the actual degree by which cuts in military 
expenditures overseas will reduce the deficit in the balance of 
payments deficit is thus a major problem.^ 

The overall recorded overseas expenditures of the military 
increased from |0.6 billion in 1950 to a high of $5.4 billion in 

^Triffin, op. Pit ., p. 8. 

^Samuolson, op, cit .. p. 768. 
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1958 (Figure 1). Then the expenditures tapered to (^5.0 billion 
in i 960 , 1961 , and 1962 (Figure 1). In order to understand the 
possibilities of success in a program significantly to reduce 
the latter figure, it is necessary to study the major categories 
of expenditures that are included therein. Figure 4 shoves 
defense expenditures abroad for goods and services by major 
category from 1957 through I 96 I, as compiled by the Department 
of Commerce. Figure 5 is of interest in portraying the manner 
in which the Department of Defense relates the military 
statistics. Figure 6 is constructive in showing the geographic 
breakdown for the total fiscal year 1962 net Department of 
Defense expenditures abroad. 

Expenditures by Troops. Related Civilian 
Personnel, and Foot Exchan.^ss 

President’s Directive to Return Dependents from Overseas 

The expenditures abroad by United States troops, civilian 
employees, dependents, and post exchanges for resale are, of 
course, a major part of defense expenditures affecting the 
balance of paypients and contributing to the deficit. In his 
November, i 960 speech. President Eiseiihower attacked this area. 
He directed that: 
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?IGUa3 4 



SXPSKDITUilSS ABROAD FOR GOODS AIID 
SBRVIOBS BI liAJOR OATBGORY^ 

(in 0000,000) 





1251 


1558 . 


1955 


I960 


1961 


1962 


Expenditures by Troops, 
Related Civilian 
Personnel, and Post 
Bxciiaages 


881 


890 


888 


873 


846 




Bxpenditures for 
Construction 


372 


321 


215 


175 


162 




Contributions to the 
NATO 

Multilateral 

Construction 

Program 


65 


81 


58 


117 


52 




Contractual Services 


640 


772 


765 


774 


80S 




Offshore Procurement 
Under Military 
Assistance Program^ 


571 


212 


150 


141 


118 




Equipment Purchases 


55 


49 


39 


44 


46 




Purchases of Other 
Materials and 
Supplies 


832 


1.110 


.._.552_ 


_..___524 


_.520„ 




3,216 


3,435 


3,107 


3,048 


2,952 


3,006® 



^Derived froxa: Oora B, Sheplor, "United States 
Bxpenditures Abroad,” Survey of Oarrent Business . XLII, Mo. 1 
(January, 1952), p, 14. 

^Includes expenditures under military assistance programs 
for offshore procurement, including offshore procurement under 
the Lisbon Agreement; the weapons production program; and the 
mutual vxeapons development program. 

ODerived from: 'Walther Lederer and Staff, "The Balance of 
International Payments in the Fourth Quarter and Year of 1952," 
Survey of Ourrent Business . XLIII, Ho. 3 (March, 1963), p. 22. 
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PIStJHS 5 

U. S. D3P3IISS SXPMBITUR2S AND RB03IPI3 3NXSRING THE INTER- 
NATIONAL BALANCE OP PAIKENTS^ 





1961 
CAc t ,J 


1962 
iPrsl, ) 


1963 

(Sst.) 


1966 

(Ob.i. ) 


EXPENDITURES : 

U.S. Porcec anl Tholr Support: 
Expenditures by U.S. Military, 
Civilians and Dependents ° 


0775.2 


)765.0 


0775.0 




Porelgn Nationals (Direct 
Hire and Contract Hire) 


362.2 


394.2 


400.0 




Procurement : 
Major Equipment 


52.9 


56.6 


61.4 




Construction 


170.1 


129.1 


80.8 




Materials and Supplies 


550.8 


590.1 


560.0 




Contractual Services 




492.1 


470.0 




Sub-Total 


2398^.7 ; 


2427.1 


2347.2 




Military Assistance Program: 
Offshore Procurement 


131.0 


101,1 


117.1 




NATO Infrastructure 


104,4 


35.3 


87.0 




Other 


76.0 


91.3 


66.7 




Sub-Total 


3iir!r 


227.7 


270.8 




Total Expenditures 


2710.1 


2654.8 


2618.0 




Less Excess Foreign Currency 
Obtained from U.S. Treasury 


10.0 


6.0 


0^ 

• 

0 




Total Dollar Expenditures (DOD) 


2700.1 


2648.8 


2612.0 




RECEIPTS 


373,. 2 _ 


898.6 


1244.2 




Net Adverse Dollar Balance (DOD) 


2324.9 


1750.2 


1367.8 




OTHER iSXPSNDITURBS (ASC and Other 
Agencies Included in NATO 
Definition of Defense Expenditures) 


_343.3. 


278.1 


253.6 




Net Adverse Dollar Balance 
(NATO Definition) 


2668.4 


2028.3 


1621.4 


1000.0 



^OASD {Coiaptroller ) , December 12, 1962. 

^Includes expenditures for goods and services by non- 
appropriated fund activities. 
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PIGURS 6 

3 AND aSCBIPTS 5 
F PAIM3NTS, BY 0 
Fiscal year 1962 
illions of dolla 


INTER ING THE I 
OUNTRY^ 

) 

rs ) 


NT3RNATI0MI 








Net 


Country 


Sxpendi- 


Receipts 


Adverse 




tures 




Balance 


Austria 


0 5.6 


^ -1 


1 5.5 


Azores 


6.2 


.2 


6,0 


Bahrein Islands 


42.7 




42.7 


Belgium- Luxembourg 


14.6 


9.0 


5.6 


Bermuda Islands 


13.2 


.2 


13.0 


Canada 


292,3 


20.9 


271.4 


Denmark and Greenland 


37.3 


4.3 


33.0 


Finland 


.7 




.7 


France 


266,6 


22.0 


244.6 


Germany 


691.1 


668.2 


22.9 


Greece 


10,7 


.2 


10.5 


Iceland 


12.3 


mm mm 


12.3 


Indo- China 


20.9 


.8 


20.1 


Italy 


88.2 ' 


6.5 


81.7 


Japan 


371.0 


23.5 


347.5 


Korea 


99.0 


5.2 


93.8 


Libya 


6.5 


.3 


6.2 


Morocco 


20.2 


.9 


19.3 


Netherlands 


32.2 


6.0 


26.2 


Netherlands Antilles 


54.0 




54.0 


Norway 


9.5 


1.0 


8.5 


Pakistan 


6.1 


2.3 


3.8 


Philippine Islands 


49.0 


2.0 


47.0 


Portugal 


6,6 


1.4 


5.2 


Ryukyu Islands 


91.3 


1.1 


90.2 


Saudi Arabia 


40.7 


2.1 


38.6 


Spain 


52.2 


• D 


51.7 


Sweden 


2.9 


.4 


2.5 


Switzerland 


4.9 


1.5 


3.4 


Taiwan ( Forao s a ) 


22.4 


.1 


22.3 


Thailand 


18.8 


.3 


18.5 


Trinidad and Tobago 


18.4 


b 


18.4 


Turkey 


64.1 


1.2 


62.9 


United Kingdom 


207.0 


23.2 


183.8 


Yugoslavia 


2.6 


2.2 


.4 


American Republics 


64,3 


13.7 


50.6 


Other Countries 


186.8 


77.^ 


_ _ 109.5 . 


Total 


2932.9 


89^.6 


2034.3 


Deduct: Excess Foreign Ours 


. -6,0 




-6,0 


Grand Total 


?92379 


39^.6 ' 


202BTT 


^OASD (Comptroller) 


, Dsoember 12, 1962. 




^Less than 150,000, 
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Without diminlshins our effective military 
strength and recognizing that the actions below 
may Involve a budgetary adjustment, the Secretary 
of Defense shall; 

(A) Reduce and thereafter limit the number of 
dependants abroad of military and civilian personnel 
to a total of not more than 200,000 at any one time, 
which total shall be subject to annual review by the 
President, This reduction shall be accomplished at 
the rate of not less than 15,000 a month commencing 
Jan, 1, 1961, pursuant to such rules and regulations 
as the Secretary may prescribe and shall, to the 
maximum extent feasible, apply to dependents located 
in highly industrialized countries with strong 
currencies. Exceptions to the foregoing limitations 
shall re(^uire the personal authorization of the 
Secretary or Deputy Secretary of Defense,^ 

The Secretary of Defense Implemented the President's order 
Immediately, In addition to the President's basic requirements, 
the Secretary provided that the reduction in dependents overseas 
should be effected impartially throughout the grades and ranks 
of military and civilian personnel so far as possible. He 
provided for the shortening of unaccompanied tours and authorized 
curtailing the length of tours of personnel currently overseas in 
order to reduce the number of dependents who would have to return 
to the United States unaccompanied. The individual services were 
to reduce dependents in proportion to the number of dependents 
each currently had overseas. Exempted from the requirements were 
the Canal Zone, Marianas, Marshall Islands, Midway Island, Puerto 
Rico, Samoa, and the Virgin Islands,^ 



^Eisenhower, loo, cit . , p, 100, 

2 

Thomas Oates, U, 3, Office of the Secretary of Defense, 
Memorandum, Reduction of Dependents in Foreign Countries , Nov, 25 » 
I960, 
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During December, I960 and January, 1961, a number of minor 
modifications were made In the President's directive of November 16, 
relating to the reduction of dependents la foreign countries. For 
example, dependents In the Ryukyu Islands, Guantanamo Naval Base, 
and Panama were made exempt from the directive. Further, It was 
planned that reduction would be made of approximately 207,000 
dependents by March 31 » 1962. 



Rescission of Directive to Return Dependents 

Immediately upon taking office. President Kennedy ordered 
a reappraisal of the balance of payments situation, with particular 
reference to the order to reduce the number of dependents of 
Department of Defense personnel overseas. His conclusion was that, 
while obviously the United States would have to exercise the 
utmost prudence In Its dollar outlays abroad, the limitation on 
dependents' travel to overseas areas was not the best way to 
accomplish the needed savings since the limitation was seriously 
damaging morale la the armed services. Therefore, on February 1, 
1961, the President directed the Secretary of Defense to rescind 
the order and to find alternative measures which would produce 
equivalent dollar savings. 

^Charles J. Hitch, "Statement of Charles J. Hitch, Assistant 
Secretary of Defense (Comptroller)," December 12, 1962, in U. S. 
Congress, Subcommittee on International Exchange and Payments of 
the Joint Economic Committee, Outlook for United States Balance of 
Payments . 8?th Cong., 2d Sess., 19^2, p. 51. 
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Voluntary Reduction of Individual Expenditures 

Ihe Secretary of Defense issued a meiaoraadum on March 6, 
1961, directing the military departments to institute a voluntary 
program for reduction of individual expenditures overseas. This 
memorandum established an objective of saving ^5 million to 
§110 million per year in dollar expenditures entering the 
international balance of payments during the year I96I. In order 
to achieve this reduction in expenditures » an average annual 
voluntary reduction in spending of §75 to §110 per capita per 
annum is required for each military member, United States citlsen 
civilian employee of the Department of Defense, and dependents 
of both overseas.^ 

In order to achieve the objective referred to above, the 

memorandum called for the institution of an intensive educational 

program to point out the position of the United States in the 

international balance of payments and actions which the individual 

might take to contribute to the solution of the problem. The 

program was to Include information as to the advantages of using 

United States controlled recreation facilities, examples of 

saving on the dollar flow through the use of less expensive 

2 

services while traveling, etc. 

iRobert S. McNamara, U. 3. Office of the Secretary of 
Defense, Memorandum* Overseas Expenditures Reduction Program—* 
Individual . March o, 19^1. 

2lbid. 
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Each military and civilian individual and their dependents 
were encouraged to limit their expenditures for foreign goods to 
items which 1 

a. Are purchased in an exchange outlet or other 
approved United States military operated resale 
activity, and then only to goods for which a real 
need exists. 

b. Are required for the use of the Individual 
or his household incident to his duty overseas and 
a reasonable substitute cannot be procured from an 
exchange outlet or from the United States. 

o. If not covered under (a) and (b) above, do 
not exceed a total cost of $100 per year for each 
Individual overseas.^ 

Bach military department was directed to take the following 
actions : 

a. Consistent with status of forces agreements, 
country to country agreements, and treaties, make the 
maximum feasible reduction in the number of local 
national employees of nonappropriated fund activities, 
substituting in their stead. United States dependent 
personnel already in the country and off-duty 
employment of military personnel. 

b. Prohibit the transportation at government 
expense of any foreign made motor vehicle purchased 

by Department of Defense personnel or their dependents 
overseas or for delivery overseas unless : 

(1) Owned or on order on the date of this 
memorandum. 

(2) Adequate facilities do not exist for the 
maintenance and repair of motor vehicles produced and 
assembled in the United States. . . . 

0 . Bnoourage and promote a savings program to the 
end that there will be an average of $100 additional 
savings per year for each military member or United 
States citizen civilian employee overseas. , . 



^ Ibid . 

^ Ibid . 
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Konappropriated Fund Activity Restrictions 

The President had also directed that a prohibition he 
established against the purchase of foreign goods by the non- 
appropriated fund activities related to the niilitary services, 
except where the Secretary of Defense personally made an exception 
to this prohibition.^ 

Therefore, at the same time that the Secretary of Defense 
issued his raemorandum commencing the reduction of Defense 
dependents overseas, a directive was issued establishing criteria 
to guide nonappropriated fund activities overseas in their buying. 
The directive prohibited the purchase of foreign goods by non- 
appropriated fund activities subject to the following conditions: 

1. Interim procurement of items of subsistence 
and other items which cannot be immediately procured 
from United States sources when such items are 
essential to the health and welfare of personnel of 
the Department of Defense and their dependents is 
authorized until products of United States origin 

or manufacture can be obtained. . , . 

2. Perishable food stuffs may be purchased . . . 
but their procurement should be under constant review 
to favor United States purchases when feasible. 

3* Without prejudice to the procurement of 
subsistence and other essential health and welfare 
items referred to in the preceding paragraph, 
contracts or agreements now in force for purchase of 
foreign goods will be cancelled or adjusted as 
appropriate in accordance with applicable law unless 
a monetary loss, not including profit from sales, will 
result to the nonappropriated fund activity. In cases 
where monetary losses would be incurred contracts/ 
agreements will be terminated as soon as practicable 
and no new contracts or agreements for foreign goods 
entered into. 



^Sisenhower, , 
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4. Actions required by the above which may appear 
to be in conflict with existing country to country 
agreements will be referred to the Office of the 
Secretary of Defense for exception,^ 

Reaction to iJonappropriated Fund Activity Restrictions 

Very few exceptions to the above were made until August 
of 1961 e However, reports from commanders in the Pacific and 
jBuropean areas, coupled with Department of Defense staff visits, 
made it apparent that the overall nonapproprlated fund activity 
policy was not working satisfactorily. 

For example, the prohibition against the overseas 
procurement of foreign goods for resale through nonapproprlated 
fund activities caused the unsatisfied desire of United States 
personnel for the goods to manifest Itself in direct purchases 
from the local economy. The cost vms higher because of the 
inclusion of local taxes and higher profit markups. Since these 
add-ons are not included if the foreign goods are sold through 
the usual United States operated outlets, the net result appeared 
to be an increase rather than decrease in dollar expenditures 
abroad. 

Also, foreign merchants moved to counter the effects of 
the prohibition on the purchase of foreign goods by setting up 
operations near overseas installations. The Department of Defense 

^Thomas Gates, U, S. Office of the Secretary of Defense, 
Memorandum, Ronappropriated Fund Activities of the Department of 
Defense , November 25, 19^0, ' 
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was losing not only price and quality control over foreign 
merchandise procured by its personnel, but also the profits 
normally accruing from the sale of the merohandise. These profits 
had been used to support morale and welfare programs. 

Additionally, foreign beer and wine distributors had set up a home 
delivery service for the convenience of military personnel at 
prices more favorable than corresponding United States products 
could be acquired in United States operated resale activities.^ 
Official representations from Austria, Denmark, Iceland, 
Ireland, Japan, Morocco, Panama, and the United Kingdom had been 
generated also to protest the prohibition on the procurement of 
their goods.^ 

A thorough review of the problems and complaints resulted 
in a modification of prior instructions. Prior directives 
relating to sale of foreign items by Department of Defense non- 
approprlated fund activities were modified in August, 1961.5 

Apparently the only real reductions in expenditures overseas 
under the program had been in those areas where the post exchanges 



^U. S. Department of Defense, Report on Actions Taken by 
the Department of Defense to Reduce United State's Defense 
Expenditures Satering tlie Internationa^ Balance of Payments Since 
1^59 ^ January. 1962 . p. 9. 

^ Ibid .. p. 10. 

^Roswell Qllpatriok, U, 3. Office of the Secretary of 
Defense, Memorandum, Nonappropriated Fund Activities of the 
Department of Defense. August a!nd darlisle Runge. U. 3. 

OSD, Memorandum, same title, August 10, 1961. 
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were selling goods from countries other than where the exchanges 
were located. The revised directives required that the non- 
approprlated fund activities price the foreign goods at prices as 
high as in the local market. The higher profit margins resulting 
from the sale of the foreign goods then enabled the post exchanges 
to cut profit margins on goods of American origin and thus 
encourage personnel to purchase United States manufactured 
products,^ 

Assessment of Program's Success 
Direct assessment of the degree of sucoess of the 
Defense Department's program for individual reduction of overseas 
expenditures is extremely difficult because of the spottiness of 
available statistics. There were, however, some positive 
Indications, For example, 5^,5 per cent of Army personnel In 
foreign countries were purchasing savings bonds by payroll 
deductions or allotments as of December 31* I960. This percentage 
Increased to 58,0 per cent three months later, and was 63,1 per 
cent as of June 30, 1961. Participation in the Army's soldiers' 
deposits savings plan Increased from 8,9 per cent on March 31* 
1961, to about 11.0 per cent on September 30, 1961, Sales of 
American Express Company money orders for remittance to the United 

^Oora Shepler, "United States Expenditures Abroad, '* 
Survey of Ourrent Business . XLII, Ko. 1 (January, 1962), p, 15, 



mi ••tumac •*■•*« *•!«»• 

^ f/mvanU “rntm- «0 .vwiUMi 

.. mrj-n t> *' '■^» I 

miwmm .«»»• «» ***^ '** '* ^ ‘*“‘* 

mrnmm, «i*l »^»— *•«• •»*** *'* '* ^ 

taa» I.U »«»«« <w»i <»*4 »» at-, <• *«»«» >»» <♦ 



9 ti r$0^r^ W •’* 

?? #m ti fii/friiAi# ti '•*• 

•vHMai MM» 

,i i-kfam*-. ^(»»• ■« »*»» - .**««• *•* .crwUmfUl 

iiotu^ m •»*»< «»»«-• **vii^ mat mt-Jmot 

^ «yi& ' .It ^ M 0C«JI€^« fi* 

4i>^ Mt <1^ — 

a«« i.e* »#•*»» 4 »»*a ••<•■■ -f’^* »■ M f* 

•‘TI'< 9 M* a *U»*t 9 *«t^ li»f .!* •***■ ■»* “ ■*“» 
,j? oma *9 '■••* ml-* -t"- •=' <*'- »*< -*-i«»» o«»«^»' 

\» taiM :«a ,x ••-^••» -• f • H* ■» ** *■••’** •* “***^ 

t.«t;.i a •!»••*»»*» i«» ••**- - »; *»rrr>’ ,*atia 



.Ci .« «p»»*Vl 4 a» ,.•» l ^*a- 






37 

States diiring January -September, I96I, were §20,3 million. For 
the same period in i960, remittances were §16,7 million. 

Air Foroe sales of savings bonds to overseas personnel 
were |6.2 million during the July-Septeaber, 1961 quarter as 
compared to about §5.8 million during the April- June, 1961 quarter. 
The Air Force European Exchange Service also entered into 
concessionaire contracts with four American Investment brokerage 
firms In order to provide their personnel with a full line of 
Investment services. In areas where the United States Treasury 
holds foreign currency, military bases have taken steps to make 
these funds conveniently available for personal and nonappropriated 
fund use to the maximum extent feasible. 

A program was also set up to facilitate the sale of 
United States manufactured automobiles through overseas post 
exchanges. The prohibition on government shipment of foreign 
automobiles has encouraged the purchase of these vehicles, and 
approximately four hundred United States manufactured oars were 
purchased through post exchange facilities during the period 
Juns-Kovember, 1961, 

Also indicative of decreased spending by defense 
personnel overseas has been the decrease in the tonnage of parcel 
post shipments to the United States from USARSUR from fifteen 
million pounds during the period January-November, I960, to ten 
million pounds during the same period in 1961,^ 

^U, S, Department of Defense, Report on Actions Taken 
PP. 6-7. 
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Figure 4 shows only modest reductions in the category 
for expenditures by troops, civilian personnel, and post exchanges, 
figure 5 projects substantially no further savings at all in 
this area, although adequate savings are anticipated to offset 
the general rise in prices which has been experienced overseas. 

The Olay Heport 

The Clay Foreign Aid Report made some critical comments 
relative to the economic and military assistance which the 
United States provides to certain countries in exchange for bases. 
The report Indicates that the practical cost seems excessive, 
especially whore the bases provide both considerable dollar 
income from expenditures by United States personnel and from hire 
of local personnel. The report recommends reduction of economic 
aid where there are these large defense expenditures.^ A hard 
review of overseas bases is likely to result from the report. 

3xoenditures for Bouioment. Other Materials 
and Supplies, and Oonstructlon 

President's Action 

President Eisenhower, in his Movember, I960 speech, had 
directed, in addition to his policy statement relative to the 
return of dependents who were overseas, that the Secretary of 



^The Washington Post . March 24, 1963 » p. A-13 
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Take promptly all possible steps to reduce by 
a very substantial amount the expenditures i from 
funds appropriated to the military services and for 
the military assistance program, that are planned for 
procurement abroad during calendar year 1961, by 
establishing a minimum amount by which such procure- 
ment shall be reduced.^ 

President Kennedy of course continued this policy, as 
indicated by the following statement: 

We shall continue the policy inaugurated last 
November of emphasising United States procurement 
for our military forces abroad wherever practicable, 
even though some increased budgetary cost may be 
incurred. Since foreign procurement of this nature 
has amounted to almost 01 billion a year, significant 
savings in dollar outflow can be expected ... 



Overseas Purchases for Use in the United States; 
the Buy American Act 

It is necessary to distinguish between the actions 
taken relative to purchases for use overseas and those actions 
relative to purchases for use in the United States. On purchases 
for use in the United States, the procedures of the Buy American 
Act and JSxecutive Order 10582 apply. The Buy American Act 
provides that; 

Notwithstanding any other provision of law, 
and unless the head of the department or Independent 
establishment concex’ned shall determine it to be 
Inconsistent with the public interest, or the cost 
to be unreasonable, only such unmanufactured articles, 
materials, and supplies as have been mined or produced 



^Eisenhower, i2£a — 
^Kennedy, » P* ^5. 
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In the United States, and only such manufactured 
articles, materials, and supplies as have been 
manufactured in the United States substantially 
all from articles, materials, or supplies mined, 
produced, or manufactured, as the case may bo, in 
the United States, shall be acquired for public 
use. This section shall not apply with respect to 
articles, materials, or supplies for use outside 
the United States, or if articles, materials or 
supplies of the class or kind to be used or the 
articles, materials, or supplies from which they 
1 are manufactured are not mined, produced, or 

I manufactured, as the case may be, in the United 

I States in sufficient and reasonably available , 

I commercial quantities and of a satisfactory quality,^ 

Stated succinctly, the act requires that buying, for end 
products to be used in the United States, be only from domestic 
sources, except where the price of such end products is unreasonable 
or where their acquisition would be inconsistent with the public 
interest, or ..or, the end products are unavaUahXe fron donestXo 
sources. 



Executive Order 10582 

Executive Order 10582, Issued December 17, 1954, 
establishes six per cent, plus duty, as the price differential 
beyond which the price of domestic products will be considered to 
be "unreasonable," It provides that materials shall be considered 
to be of foreign origin if the foreign products used in such 
materials constitute fifty per cent or more of the cost of all the 
materials used in such materials. And, of great importance, the 



Stat. 1520 (1933), 41 U. 3. 0. 10a (1958). 
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Order permits the head of an agenoy "to reject any bid ... if 
such rejection is necessary to protect essential national- 
seourity Interests. . . 

Criteria for Bid Evaluation 

The Secretary of Defense has directed that United States 
procuring activities continue to evaluate bids in accordance with 
the Buy American Act and Executive Order 10582. If a domestic 
bid or offer is within the six per cent differential of a lower 
bid or offer offering foreign material, award is made accordingly 
to the domestic offerer, without referral to higher authority. 

If, on the other hand, such evaluation indicates that under the 
prevailing criteria there should be an award for supplies of 
foreign origin, the case must be referred to the Secretary of 
Defense or the Deputy Secretary of Defense. 

The only exceptions to this high-level referral require- 
ment are: 

1, Decisions on proposed procurements of foreign end 
products which are estimated not to be in excess of #100,000, 
other than those covered by paragraphs 2, 5» and 4 below, shall 
be made at the Secretarial level of a military department or by 
the Director or Deputy Director of the Defense Supply Agenoy. 

I 

Hi U.S.O. (1958), p. 6636. 
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2, Decisions on proposed procurements based on a 
finding of nonavailability from United States sources shall be 
made at the Assistant Secretarial level of a military department 
or by the Director or Deputy Director of the Defense Supply 
Agency, if the procurement is estimated to be more than ^10,000 
but not in excess of ^100,000. 

5. Nonavailability decisions estimated not to exceed 
110,000 may be made by heads of procuring activities.^ 

4, Special rules exist relative to supplies of Canadian 

p 

origin and Panamanian supplies for use in the Canal Zone. 

Statistics in this area of paying premiums for the 
procurement of domestic materials are Inadequate, but a 
differential well in excess of the six per cent stipulated in the 
Executive Order has already been directed in a number of procure- 
ments, The authority for these actions has been the Buy American 



^Prooiui’ins activities are specifically enumerated in the 
Armed Services Procurement Reicailation (1963 ed,), paragraph 
1-2 o 4 , l4',‘ p', 115 , They are major operational and logistic commands 
and include, for the Army: U. 3. Army Materiel Command, U. S. 

Army Command and the Zone of Interior Armies, various D. S. Armies 
located overseas, Office of the Surgeon Oeneral, Defense Atomic 
Support Agency j for the Havy: each Bureau, the Office of Naval 
Research, the Navy Aviation Supply Office, the Military Sea 
Transportation Service, and the U. S. Karine Corps; for the Air 
Force; the Air Force Logistics Command and the Air Force Systems 
Command; for the Defense Supply Agency: the Defense Supply Centers 
and the Defense Traffic Management Service; etc, 

p 

Robert S. McNamara, U. S. Office of the Secretary of 
Defense, Memorandum, Procurement of Supplies of Foreign Origin for 
Use in the U. 3, (Buy American Ac tT . August 11. 1962. 
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Act itself and the ’’national interest” authority of the Executive 
Order. ^ 

Overseas Purchases for Use Overseas 

The directives with respect to purchases of goods and 
services for use overseas have been numerous and complex. The 
two most Important were issued in December, I960, and in July, 

1962, The i960 directive took a broad view of a number of types 
of supplies and purchases to be procured and used outside the 
United States. It indicated that a minimum of I 65 million was 
indicated for return to the United States in calendar year 1961, 
for domestic procurement. It established the following guidelines: 

1. Careful review of requirements for supplies of foreign 
origin to determine whether domestic items might adequately 
fulfill the need. 

2. Procurement should normally be returned to the United 
States for procurement when it was estimated that the cost of the 
United States supplies or services (including transportation and 
handling costs) will not exceed the cost of foreign* supplies or 
services by more than twenty-five per pent . 

3. Ourtailment of further contracts for the construction 
of family housing and related facilities, such as schools, chapels, 
hospitals, etc., pending re^ustif icatlon and specific approval 

^Hitch, loo » qI^ » P* 52 . 
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from the OASD (P<il), Consideration should be given to the 
cancellation of existing contracts where practicable and 
reasonable . 

4, aeconsideration of future research and development 
programs planned abroad to determine if United States firms or 
individuals might reasonably perform the work. 

5. Consideration should be given to terminating or 
partially terminating existing supply and service contracts 
involving substantial counts if the termination charges plus the 
cost of repurchase in the United States would be within the 
twenty-*five per cent differential stated in paragraph 2, above. ^ 

Excepted from the I960 directive were the following 
purchases ; 

1, Smergenoy purchases. 

2, Purchases under $1,000, 

3, Subsistence which is so fragile or perishable 

0 « • 

4, Supplies and services available only from 
foreign sources and for which there are no acceptable 
substitutes. 

5, Purchases made with excess foreign currencies 
held by the United States Treasury , . , 

6, Supplies or services required to be made 
pursuant to a treaty or other executive agreement, 

7, Other exceptions specifically authorized by 
the Secretary of Defense, ^ 



^James II. Douglas, U. S, Office of the Secretary of Defense, 
Memorandum, Supplies and Seryioes to be Procured and Used Outside 
the United States . Deoember 1§60. 

^ Ibld . 
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The objective of a 065 million savings in foreign 
procurements was met, according to reports submitted by the 
military departments. The reports indicated that approximately 
071.4 million of procurement contracts that normally would have 
been placed abroad were returned to the United States in accordance 
with the Secretary's directive. The additional cost of placing 
this amount of procurement domestically was estimated at 
approximately 010,4 million, or about seventeen per cent more than 
if procurement had been from the foreign sources. During the 
first six months of calendar year 1962, about 015.7 million of 
procurement x<ras returned to the United States at an estimated 
I Increased cost of 03 million or 14,2 per cent.^ 

The 1962 directive tightened the previous exceptions by 
lowering the small purchase exception from 01,000 to #500, and 
by limiting the emergency procurement authority to 010,000, 
Exception (3)» subsistence, could bo approved only by about 
twenty very high level military commanders, except that the 
commanders could redelegate the authority to specifically desig- 
nated individuals for subsistence purchases up to 010,000, 

Exception (4), supplies and services available only from foreign 
sources, could be approved up to |1 million by the same 
authorities, who again could redelegate to specific individuals 
for procurements estimated not to exceed 010,000, Exception (4) 
procurements falling between 01 million and 03 million were to be 
approved by the Departmental Secretary or the Director of the 
Defease Supply Agenoy, The Secretary or Deputy Secretary of 

^Hitch, loc, cit . 
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Defense would approve procoreaients estimated to exceed 03 million. 

The delegated determinations could bo made only after considering 

whether it would be reasonable to forego filling the requirement 

or to provide a United States substitute for it. 

The directive provided that procurements in excess of 

010,000 should be returned to the United States if it was 

estimated that the cost of domestic source end products or 

services (including transportation and handling costs) would bo 

not more than fifty per cent in excess of the cost of the foreign 

supplies or services. Subject to the exceptions previously 

mentioned, requirements where the delivered price from United 

States sources would not exceed 010,000, were to be procured 

from United States sources, regardless of the differential. 

Where the procurement was estimated to exceed 010,000, if the 

estimated cost differential exceeded fifty per cent, the matter 

must be referred to the Secretary of Defense,^ 

During the July-Sept ember, 1962 period, with the new fifty 

per cent differential in effect, the military departments reported 

that §57*6 million of procurement contracts was returned to the 

United States at an estimated increased cost of §15.3 million or 

2 

thirty-six per cent, 

^Robert S, KoMaaara, U, S, Office of the Secretary of 
Defense, Memorandum, Supplies and Services for Use Outside the 
United States , July 16", 19^^'. ' " ' ' ' 

^Hitch, loc. Pit , 
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Balance of Payments Isstricted Advertising 

Eequirements returned to the United States for procurement 
in the furtherance of the balance of payments programs are 
considered to be negotiated procurements. The contracts nay be 
entered into by conventional negotiation or by a special method 
of procurement Icnown as "balance of payments restricted 
advertising," The latter method is preferred. Balance of 
payments restricted advertising is conducted in the same manner 
as prescribed for formal advertising, except that bids and awards 
are restricted to domestic suppliers and to domestic end products, 
Bach bid must Include a certificate substantially as follows: 

To the extent that the Government specifies that 
the items being purchased are in implementation of the 
Balance of Payments Program tho bidder or offeror 
hereby certifies that each such end product is a 
United States end product (as defined in the contract 
clause entitled United States Products); that components 
of unJfcnown origin have been considered to have been 
mined, produced, or manufactured outside the United 
States; and that he is a domestic supplier,^ 

The "United States Products" clause referred to provides 



that ; 



To the extent that the Government specifies 
that the items being purchased are in implementation 
of the Balance of Payments Program, the contractor 
agrees that there will be delivered under this 
contract only United States end products, , , , A 
"United States end product" means (A) an 
unmanufactured end product which has been mined or 
produced in the United States, and (3) an end 
product manufactured in the United States if the 



^McHaiaara, loc, oit . 
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cost of the compononts thereof whloh are ained, 
produced, or manufactured in the United States 
exceeds 50^ of the cost of all its components 

Assessment of Program's Success 

Figure 4 shows that the program to reduce overseas 

expenditures for equipment and other materials and supplies has 

been questionably successful, subsequent to I960, Expenditures 

in these areas have declined gradually from a high of .$1,159 

million in 1958, to about $920 million in 1961, The reductions 

would be somewhat greater, but price increases overseas have 

substantially offset greater balance of payments gains. On the 

other hand, had the purchases not been reduced, the higher prices 

would have caused the balance of payments deficit to have been 
2 

magnified. 

The defense statistics for "Materials and Supplies'' 
(Figure 5) cannot be reconciled to the Department of Commerce 
amounts (Figure 4), due to different methods of compilation. 
Figure 7 is of interest in showing the geographic breakdovm of 
materials and supplies expenditures estimated by the Department 
of Defense for fiscal year 1963. 

^ Ibid . 

^Interview v;ith J, Frank Crow, Budget Analyst, Balance of 
Payments Division, Budget Directorate of the Office of Assistant 
Secretary of Defense (Comptroller), March 29, 1963, 
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FIGITRS 7 



MA.TERIALS AND SUPPLIES E3TI2-L4.T2D EXPENDITURES, FY 1963^ 
(in millions of dollars) 



Country 


Fuel 


Subsists 


... t 

ice Other 


Total 


Bahrein Islands 


$ 


$ - 


$ .1 


$ 


Belgium & Luxembourg 




1.3 


2.5 




Canada 




3.5 


12.5 




Denmark <3: Greenland 




11.6 


1.7 




France 




1.8 


33.0 




Germany 




12.8 


54.7 




Greece 






> .6 




Iceland 




.8 


.2 




Indochina 




.3 


- 




Italy 




4.1 


5.1 




Japan 




12.6 


50.0 




Korea 




7.8 


4.2 




Netherlands 




12.9 


.4 




Netherlands Antilles 




mm 


- 




Pakistan 




- 


.1 




Philippines 




1.1 


2.5 




Ryukyu Islands 




4.3 


12.0 




Saudi Arabia 




mm 


- 




Spain 




.6 


3.4 




Thailand 




.5 


.5 




Trinidad and Tobago 




- 


- 




Turkey 




1.2 


8.5 




United Kingdom 




3.8 


22.0 




Vene zuela 




- 


mm 




All Other 




_ _ 3.8 


6.2 




Total 


$255.0 


$ 84.8 


$220.2 


$560.0 



^-OASD (Comptroller), December 12, 1962. 
^Less than $50,000. 
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The efforts to reduce construction costs overseas have 
been successful (Figures A and 5), but the rate of reduction is 
not as great as it vras before the impetus given by President 
iSisenhower in I960, to reducing the United States deficit. This 
slowing is probably due to greater difficulty as the expenditure 
figure lowers to a "hard" dollar amount. 

Contractual Services 

Both Figures 4 and 5 show contractual services as being 
an extremely significant category in terms of dollars, but there 
appears to be no trend for reduction in this item. The trend 
has been upwards, if anything, except that the Department of 
Defense estimates some reduction in fiscal year 1965 (Figure 5). 
Figure 8 shows how the defense "Contractual Services" is broken 
down in fiscal year 1963 for travel, transportation, 
communications, rents, utilities, etc. The category "Foreign 
Nationals (Direct Hire and Contract Hire)" must also be considered 
from Figure 5, if any reconciliation of Commerce and Defense 
statistics is to bo approached, 

"Contract hire of foreign nationals" means that the 
employees are contracted for through their parent governments. 
"Direct hire" means, of course, that the employees are hired 
directly by the United States military forces which are concerned. 
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FIGURE 8 



OONTRAOIUAL SSRVIOSS BSIimiSD iSXPENUIIURSS , FY 1963^ 
(millions of dollars) 



Country 


Travel 


Transpor- 

tation 


Communi- 
cations, 
Rents & 
Utilities 


Other 
(Repairs, 
Altera- 
tions, 
Mainten- 
ance, etc. ) 


Total 


Belgium and 
Luxembourg 


# .1 


$ .4 


0 .3 


1 3.4 


0 4.2 


Canada 


2,3 


3.0 


13.5 


18.7 


37.5 


Denmark and 
Greenland 


1.0 


b 


,1 


.9 


2.0 


Prance 


8.9 


4.8 


11.7 


26.9 


52.3 


Germany 


18.0 


16.9 


38.0 


58.2 


131.1 


Greece 


,6 


.2 


.3 


1.3 


2.4 


Iceland 


.2 


.2 


.3 


1.6 


2.3 


Indochina 


.8 


- 


.3 


2.8 


3.9 


Italy 


1.5 


.6 


3.2 


5.5 


10.8 


Japan 


8.1 


3.1 


16.4 


36.3 


63.9 


Korea 


1.9 


3.9 


3.2 


15.9 


24.9 


Netherlands 


.2 


1.2 


.2 


3.4 


5.0 


Pakistan 


.4 


.2 


.3 


.3 


1.2 


Philippines 


2.7 


.9 


1.1 


4.3 


9.0 


Ryukyu Island 


4.2 


.6 


6.8 


5.2 


16.8 


Saudi Arabia 


.1 


— 


- 


.3 


.4 


Spain 


2.4 


.9 


3.4 


7.9 


14.6 


■Thailand 


.4 


- 


.2 


1.2 


1.8 


Turkey 


7.3 


1.7 


1.4 


8.8 


19.2 


United 

Kingdom 


4.3 


3.1 


9.7 


24.2 


41.3 


All Other 


6.6 


1.2 


2.0 


15.6 


25.4 


Total 


172.0 


042.9 


0112.4 


0242.7 


0470.0 



^OASU (Comptroller), Decerater 12, 1962. 
•^Less than ;jj50,000. 



r ' 






JR. r ^ 



.^ 4 ii 



r'-j'i ; •^' I 

J i • \ 

♦ r* ! J , i .- 



! p . ^ 



. / 

-<«^t> ! ** 



t • %4 -■■ ^ i 




C.it 



f, . 

• « 

c . J- 

.% .t 

. 

r 

/i; 

- 

4 . 



r , 

ii 

1 



I 






rii 



*Ril 

» 



\ «t 



*A. 

S.t> 

€-X 

I . 

* r 



I I 4 •- ^ 



*# 

r it n 

r%.“. •'! 

' •it^. - 
)t‘ 

« t 



A 



pf^ 0 Q 

fl ^'• f - 

*•.#•*» fS. 

-StI 



- ■? 1 
^ f 4 — ^ * 

• H ' 




•w I , 



.•lOCV’ •' 



- - C 
1 t- 1 <n 



52 



Figure 9 shows that there are about two and one-half tines as many 
foreign nationals under contract hire as under direct hire. 
Substantially all foreign nationals enployed in France, Germany, 
and Japan are under contract hire. 

If adjustment were made for calendar/fiscal year, the 
Oommerce Contractual Services (Figure 4) would equal the total 
of Foreign Nationals and Contractual Services from the defense 
statistics (Figure 5), except that Commerce includes the direct 
hire of foreign nationals in the category '’Sxpendituros by 
Troops, Related Civilian Personnel, and Post Exchanges," 

The hire of foreign nationals seems to be upwards in 
dollars, but the increasing amount is more attributable to wage 
increases than to any increase in numbers. If the total 
expenditures for contractual services (including hire of foreign 
nationals) is to be kept from increasing, the number of foreign 
nationals employed will have to be reduced. Hire of more 
dependents of United States personnel reduces drain on United 
States dollars, but often the number of foreign nationals 
employed is based on long-standing governmental agreements which 
cannot be changed easily. 

Military Assistance Program 

In December of I960, the Department of Defense issued 
instructions to the unified commands to reviev? the Military 
Assistance Program in their areas and to recommend adjustments 
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PIGURD 9 

SXPDffDITURSS FOR DIRECT AND 
HIRE OP POREIOK NATIONALS^ 
PI 1963 






Number of Personnel 


Approximate 


Country 


( thou 
Direct Hire 


sands ) 

Contract Hire 


Cost 

(millions ) 


Canada 


3.3 


b 


§15.0 


France 


1.6 


22.6 


56.0 


Germany 


.2 


81.1 


177.0 


Italy 


4.3 


- 


8.0 


Japan 


.2 


53.4 


61.0 


Korea 


20.8 


6.2 


24.0 


Philippines 


10.0 


mm 


17.0 


Ryukyu Islands 


15.1 


mm 


9.0 


Spain 


3.3 


- 


3.0 


United Kingdom 


.5 


3.3 


10.0 


Other Countries 


. 9.9. 


VO 

• 


20.0 


Total 


69.2 


170.2 


$400.0 



^■OASD (Oomptrollor ) , December 12, 1962. 
^Less than 100. 
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that would lead to a reduction of dollar expenditux-ea abroad In 
calendar year 1961, These reductions were to be through deletion 
or deferral of req.ulreaents, or of transfer of sources of supply. 
Hccoairaendations for changes were to be limited to adjustments 
which vrould not increase costs to the Department of Defense by 
more than the twenty-five per cent differential contained in the 
Department of Defense memorandum of December, I960, relating to 
overseas supply and service contracts.^ 

Legislative Limitations 

Reoogniaing that overseas expenditures could be 
economically damaging to the United States, the Congress required 
that the funds made available under the foreign Assistance Act 
of 1961 , could be spent outside the United States only if the 
President determined that the procurement would not result in 
adverse effects upon the economy of the United States, particularly 
with respect to the balance of payments problem. The act Indicated 
that the considei-ations of such a problem might , outweigh 

the eoonomio or other advantages to the United States of less 

11 2 

costly procurement outside the United States, ... 

^Douglas, op. Pit . 

275 Stat. 439 (1961), 22 U.S.C. 2354 (a) (Supp III, 

1958). 
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Executive Determination and Actions 

On October 13, 1951, the President determined that the 
Military Assistance Program funds could be used only to procure 
items which are not produced in the United States, to make local 
purchases for administrative purposes, or for purchases where 
the Secretary of Defense determined that not purchasing 
overseas "... would seriously impede attainment of military 
assistance program objectives, . . . 

Implementing this Oongressional action and the President's 
determination, the Department of Defense issued a directive 
that the Assistant Secretary of Defense (ISA), after making the 
required certification, could authorize overseas Military 
Assistance Program procurements for the folloi/lng purposes : 

1, Government- to-Government cost-sharing 
projects under the Mutual Weapons Development Program. 

2, Government- to-Government commitments 
involving cost-sharing production projects, when 
MAP/OS? is an integral part of the cost-sharing 
commitment, 

3, Procurement required to support overriding 
foreign policy objectives as approved by the 
Secretary of State. 

4, Procurement required to support overriding 
military logistical considerations which are Important 
to the defensive capability of the Free World. ^ 



^John P, Kennedy, Memorandum of October 18, 1951, 
"Determination Under Section 604(a) of the Foreign Assistance 
Act of 1951." Code of Federal DeKulations. Supp. to litle 3 — 
The President 

%oswell Gilpatrick, DOD Inst, 2125.1, Military 
Assistance Program Offshore Procurement (MAP/03P) . January 2, 
T9^T~ 
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The ]3ireotlve further provided that foreign currencies 

owned by the United States will be used to the maximum extent 

practicable in implementing approved Military Assistance 

purchases. In September of 1962, the United States Treasury held 

excess foreign currency in the follov/lng listed countries: 

Burma Poland 

India Syrian Arab Republic 

Indonesia Bgypt 

Israel Yugoslavia-*- 

Pakistan 

Assessmont of Program's Success 
The Department of Oommerce statistics show a continuing 
reduction in Military Assistance Program expenditures (Figure 4). 
The Department of Defense also indicates a downward trend, but 
includes the 2IAT0 infrastructure and other expenditures in its 
categorization (Figure 5). The two departments’ statistics 
cannot be completely reconciled because of the calendar versus 
fiscal year conflict and differing definitions of the several 
categories. Figure 4 shows the NATO infrastructure as 
"Oontributions to the NATO Multilateral Oonstruction Program." 
This category is generally atrophying with the completion of 
bases and changes in the overall deterrent strategy concepts. 
Figure 10 shows the breakdown of the defense "Other" category 
and supports the estimated fiscal year 1963 defense budget for 
Military Assistance on Figure 5. 

^Robert 3. MoNamara, U, S, Office of the Secretary of 
Defense, Memorandum, Supplies and Servioes for Use Outside the 
United States. September 12, i96'2. 
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PIGUR3 10 

SSTII'IATDD HILITAHY ASSISTANCE EXPENDITURES^ 

(FlGcal Year 1965) 

(Millions ) 

Ililitary Assistance Offshore Procureraent >^106, 5 

Mutual Weapons Developraent Program 6,1 

Weapons Production Program 4,7 

NATO Inf rao true ture 87.0 

Other (Administration of MAAO's, 

Construction, Travel, Repair and 

Rehabilitation of Pacllities, etc.) 66,7 

TOTAL 3270,8 



®'0ASD (Comptroller), December 12, 1962. 
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Reoslpts 

The "Military Expenditures" amounts shovra in Figure 1 
are the gross amounts of military expenditures. In order to 
arrive at the net amount of military expenditures— the amount 
used by the Department of Defease in determining their success 
in fighting the balance of payments deficit and in determining 
future goals — it is necessary to reduce this amount by a 
category which defense calls "receipts." Through 1961, these 
receipts were almost exactly equivalent to the caption 
"Military Transactions, " a category which has always had a 
favorable effect upon the balance of payments (Figure 1). 

Military Transactions are based on an "actual deliveries" basis. 

In calendar year 1962, the $0.6 billion shovm for Military 
Transactions in Figure 1 appears to be grossly out of line with 
the much larger receipts figure shown for fiscal years 1962 or 
1963 in Figure 5. This is because the Department of Defense 
uses the "payments basis" for their computations, as opposed to 
the deliveries basis. This situation caused no differences 
until calendar year 1962, the year in vrhlch the agreements with 
Germany and Italy, which will be described in the next two 
paragraphs, were negotiated. In Figure 1, the amount necessary 
to adjust the deliveries basis to the payments basis is Included 
in the caption "Foreign Long-Term Capital, Net." Actual 
adjustment is not possible because of the conflict of fiscal 
versus calendar years. The preliminary actual receipts for 
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calendar year 1962, on a paytaonts basis, was 01,094 billion,^ 

The Department of Defense is taking steps to encourage 

the allies of the United States to increase their procurements 

of United States military equipment and services. The Federal 

Republic of Germany, the recipient of the greatest outflow of 

defense dollars, has agreed to Increase its purchases (Figure 6), 

The present agreement extends through calendar year 1964, and 

provides for a cooperative logistic system for the armed forces 

of both countries. Additionally, the Federal Republic of Germany 

has agreed to increase its military procurement in the United 

States and to utilize American depots, supply lines, and 

2 

maintenance and support facilities, 

Italy has agreed to purchase 0100 million of military 
equipment from the United States to help offset foreign exchange 
costs in that country. Similar arrangements are being discussed 
v^lth a number of other countries. This approach of increasing 
receipts offers one of the most equitable ways of reducing 
further the net foreign exchange cost of having American forces 
stationed overseas,-^ 

^Lederer, "The Balance of International Payments , , , , " 

p, 20, 

^Hitch, loc, cit ., p, 53. 

^ Ibid . . p, 54, 
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Other Actions and Future lateations 

The Secretary of Defense has made the following statement 
relative to the goal for future United States net Defense 
expenditures : 

Our oh;3ectiva is to reduce the Department of 
Defense net adverse dollar outflovr entering the 
international balance of payments to ^1 billion by 
fiscal year 1966, This objective is to be achieved 
without reducing our combat affectlveness abroad 
or creating hardship for the individual serviceman 
or his dependents.! 

In order to achieve this objective, a long-range program 
has been initiated to reduce further the net outflow of dollars 
resulting from Defense programs. First, "Revised Project Bight," 
consisting of over 60 separate projects and studies, has been 
established to minimize expenditures and to maximize receipts 
entering into the international balance of payments. The list 
must be classified since it is concerned with future military 
force levels and international, politically sensitive 
considerations, but Figure 11 details twelve typical studies. 

Second, separate organizational components have been 
established in the Offices of the Assistant Secretaries of 
Defense for Installations and Logistics, International Security 
Affairs, and Oomptroller, specifically to facilitate the defense 

^Robert 3. IIcITamara, Statement by Secretary of Defense 
Robert S. Mc.Na.aara at Press gonferenoe " on July i6. I962' . p. 2. 
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PIGUR.3 11 

PR0J30T LIST RSLATING TO 3TUDI3S BEING HADE FOR THE PURPOSE 
OP REDUCING DOLLAR EXPENDITURES ABROAD RESULTING FROH 
U. S. DEFENSE ACTIVITIES^ 

1, Investigate modification in overseas post exchange operations 
with a view to further increasing the purchase of U. S, goods, 

a. Establish U, S, brokerage service concessions at selected 
military installations to promote savings and investments, 

b. Consider improvement of merchandising by nonappropriated 
fund activities and facilities, including quality of 
products sold, to encourage patronage, 

c. Investigate the adequacy of maintenance facilities 
available for servicing U, S. manufactured autos, 
availability of spare parts, and make recommendations for 
required corrective action, 

2, Review the use of foreign nationals as employees at our 
overseas military installations to determine whether require- 
ments can be reduced without interfering with our combat and 
support capability, 

3, Develop a program to reduce by 66^ the foreign exchange cost 
of the FY 1963 construction program (including a 66 % reduction 
in the foreign exchange cost of the overseas family housing 
program) , 

4, Develop a program to reduce subsistence purchases overseas 
by 50^, 

5, Develop a program to reduce the ^240 million estimated 
expenditures for miscellaneous materials and supplies 
procured overseas by 50 %, 

6, Reduction in Expenditures Overseas for Contractual Services, 

a. Develop a program to reduce the estimated §270 million 
annual outlays for overseas repairs, alterations, 
maintenance, etc,, by 25 %, 

b. Develop a program for reimbursement to the U, S, for 
training support provided to NATO countries, 

c. Consider the possibility of purchasing from other NATO 
nations support for U, S, combat troops in Europe in 
place of retaining U, S, support troops in Europe for 
that purpose, 

7, Review of Military Assistance Program, 

a. Review FI 1963 Military Assistance Program with a viev; 
to reducing overseas procurement of equipment, supplies 
and services, including construction, by at least 50%, 
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b. Develop plans leading toward a reduction In: 

(1) U. 3. share of NATO Infrastructure paynents, 

(2) Contributions to NATO International Headquarters. 

(3) Other cost sharing arrangement, e.g., NATO Pipeline 
System. 

c. Develop a plan for host countries to assume a greater 
share of administrative and support cost of IlAAG's. 

8. Develop a program for expanding the present credit sales 
prograin In order to further offset defense expenditures 
overseas. 

9. Discuss with other countries methods for offsetting foreign 
exchange costs of maintaining U. 3. forces in the countries 
conoerned. 

10. Develop and present in the form of a standardized quarterly 
financial report a Plve-Year Program for U, 3. defense 
expenditures and receipts entering the international balance 
of payments - (initial report to cover ?Y 1961-1968). 

11. Review requirements for headquarters organizations overseas 
with a view towards reduction of the number of such head- 
quarters (including elimination of any overlapping) and the 
personnel assigned. 

12. Develop techniques and procedures for a balance of payments 
budget. 



^Robert 3, McNamara, Statement by Secretary of Defense 
Robert S« MoNamara at Press Conference on July l6. 19^ 
enclosure. 
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efforts in the balance of payments area.^ 

Third, the Department of Defense, along with other 
government agencies, is collecting and reporting both actual 
and projected data on its international transactions to the 
Bureau of the Budget. This "gold budget, " as it is sometimes 
called, will permit the preparation of all-inclusive government 
estimates of future foreign exchange needs of the federal sector 
and be of value to United States fiscal and monetary policymakers.'^ 
Last, the fiscal year 1964 defense budget which the 
President sent to Congress in January, 1963» for the first time 
was reviewed not only for the budgetary aspects of the service 
requests, but also for their foreign exchange costs. ^ 

The Olay Poreign Aid Report concurred with the Defense 
objective and reasonability of reducing net defense expenditures 
overseas to $1 billion. However, the report indicated that such 
a reduction might be possible more quickly than estimated by 
the Department of Defense. The report stated that "Re are 
convinced that . . , U. 3. security interests will require 
maintaining our military assistance program for some years to 
come, ...” In consideration of the inherent risks of too 
rapid action, a reduction phasing period of three years was 

%itch, loo, cit ., p. 54. 

^ Ibid . 



^ Ibid . . p. 55 
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recommended,^ 

Subsequent to the publishing of the Clay lieport, 
Secretary of Defense McNamara, testifying before the House 
Foreign Affairs Committee, urged that the 01.4 billion budget 
requested for fiscal year 1964 for foreign expenditures not be 
cut. He pointed out the gross national product of #550 billion 
and said that there should bo no stinting on actions concerning 
the national security. If any budget-cutting had to be done, 
he requested that it be done in other, less critical areas of 

O 

the 053.5 billion Defense budget. If the foreign expenditures 
budget of 01.4 billion can be obtained and adhered to, this 
will represent another favorable step towards the 01 billion 
goal (Figure 5 estimated 01,6 billion expenditures for fiscal 
year 1963). 



~ The Vfashinprton Post , loc, cit . 
^ Ibid .. April 9, 1963, p. A5. 
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CHAPTER IV 



OOx'IOLUSIONS 

Using data available in Figure 1,^ for the years 
1953 - 1961 , and from pages 58-59 for 1962, the following summary 
of the net effect of defense expenditures overseas can be derived; 



(in $000,000,000) 



Calendar 


Military 


Less ; 


Ret 


Military 


Year 




Expenditures 


Receipts 


Expenditures 


1953 




$2.5 


$0.2 




$2.3 


1954 




2.6 


0.2 




2.4 


1955 




2.8 


0.2 




2.6 


1956 




3.0 


0.2 




2.8 


1957 




3.2 


0.4 




2.8 


1958 




3.4 


0.3 




3.1 


1959 




3.1 


0.3 




2.8 


i 960 




3.0 


0.3 




2.7 


1961 




3.0 


0.4 




2.6 


1962 




3.0 


1.1 




1.9 


It 


is 


apparent that progress has been made by 


the 


Department 


of 


Defense subsequent 


to the peak 


post-war 


year of 


1958, but • 


the 


substantial drop in 


1962 must 


be viewed 


vrith some 


skepticism, 


, 


The drop was substantially attributable 


to the 



agreements with Germany and Italy, It is not possible to predict 
whether the assistance will be so material after 1962. If 



Supra , p. 5. 
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agreements can be reached with other countries to increase their 
purchases of defense materials from the United States, perhaps 
any decreases in Germany's and Italy's assistance can be offset. 

It is very likely that savings la the procurement area 
are reaching a floor below which further reductions will be 
extremely difficult, This conclusion is based on the large 
differentials already being paid in order to consummate the 
maxlmiim volume of purchases in the United States rather than 
abroad. To increase the differential above a fifty per cent 
level would seem to be inconsistent with other efforts currently 
being made to decrease government expenditures as much as 
possible. Construction, both NATO and other, would appear to be 
the only procurement area where continued reductions should be 
possible. 

Practically all other expenditures xfould appear to have 
to remain substantially constant, so long as present force levels 
overseas are maintained, and so long as dependents are permitted 
to accompany defense personnel to overseas posts. Since the 
return of dependents has already been tried unsuccessfully, an 
actual reduction of United States overseas forces is the only 
way in which significant additional reductions in expenditures 
can be made. The overseas expenditures, both personal and 
official, are actually likely to start to creep back upwards 
because of rising costs, unless some continued personnel reduction' 
can be achieved. 
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If the Departaent of Defense goal of ^1.0 billion net 
overseas expenditures in fiscal year 1966 is to be met, it will 
be met only by substantial increases in the agreements such as 
has been reached vrith Germany, by reducing United States forces 
overseas, or by some combination of these two means. Achievement 
of the 01.0 goal would reduce the overall deficit to a point 
somewhere between $1.0 and 02.0 billion, the closest to a 
balance since 1957. Thus, although the Department of Defease 
cannot single-handedly solve the problem, its contribution to the 
solution would be substantial. 

The Department of Defense knows with reasonable accuracy 
what effect its expenditures have on the balance of payments 
position of the United States. Definitive corrective steps have 
been taken, and a definitive goal has been established. The 
efficacy of these actions in achieving the goal remains to be 
demonstrated. 
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